
Hon, J m e s  H. B n d i s ,  
Federal  Trade Comiss ion ,  

i l a s m n g t o n ,  DI 2 ,  

Dear Us. Mndis :  

AS reques ted  i n  your l e t t e r  of December 59, f am 
sending you a d r a f t  of a r egu la t i on  cover ing the  quest ion of 
t r u t h  i n  accounts ,  1 am sor ry  t h a t  t h i s  was not s e n t  t o  you 
e a r l i e r ,  bu t  a s  you w i l l  r e a l i z e ,  t h e  p re s su re  over the  year- 
erld i s  very cons iderab le ,  and soram deelay has been occasioned by  
my d e s i r i n g  t o  g e t  o the r  opinions on t h e  d r a f t  Sefore  sending 
it t o  you, The form i s  modelled on t h e  s o r t  of r egu la t i ons  we 
used t o  draw when t he  Revenue Acts o f  191'7 a n t  1918 were f i r s t  
coming i n t o  fo rce .  Hwdoever, 3 have a s s u ~ e d  t h a t  any va lue  the  
d r a f t  may b v e  t o  you ~pould be i n  s ~ g e s t i ~  the substance of 
a regula  t i o n  which you would phrase i n  csnf ormity w i th  "ce 
general  p r a c t i c e  which the  Com?iasion develops,  

I think such a  r egu la t i on  vould do much t o  r e l i e v e  
the  apprehensions o f  accountants .  Xven i f  r t  were not  binding 
on the  cour t s ,  it could scarce ly  f a i l  t o  have g rea t  inf luence 
wi th  them. Today, accountants  f e e l ,  3 t h i n k ,  t h a t  t he  cour t s  
do not  mde r s t and  accouzlt3 and a r e  a ~ t  to reach  the  rzlost ex t r a -  
ordinary conclus ions  i n  re l .a t ion t o  them, T o  an  accountant,  
f h e  dec i s ion  of t h e  highest  cour t  o f  Idassachusetts i n  United Oil 
Campany v. Xages Transpor ta t ion Co,, and t he  dec i s ions  o f  t a x  
cases  f r o m  t h e  Board of Tax Appeals t o  the  Supreme Ccurt,  
a f fo rd  ample evidence of the  f a c t  t h a t  f r equen t ly  not even the  
fundamental c h a r a c t e r  of the  accounting problem i s  apprecia ted,  
In  these  c i r c m s t a n c e s ,  and wi th  the l a w  confer r ing  j u r i sd i z -  
t i o n  on cour t s  of every kind and q u a l i t y  and imposiw a fiabil- 
i t y  bear in,^ no r ; . . lal ion t o  the  injury caxsed even though t h e r e  

'1 i s  no suggestion of anything more v i c i o u ~  than honest  e r r o r ,  
it seems t o  ne that h e s i t a t i o n  Lo accept  the r e s p o n s i b i l i t i e s  
of" the Act on the part of the accountant  i s  [ i f  kc h a s  the 
prudence which is the f i r s t  requirement o f  h i s  p rofess ion)  
Inev i t ab l e ,  

I raention t h i s  point  because, i n  conversat ion wi th  
Er ,  Brandi of D i l l o n ,  2ead & Co. r ecen t ly ,  he t o l d  me t h a t  you 
seemed t o  have some d i f f i c ~ r l t y  i n  understanding t h e  b a s i s  o f  
this h e s i t a t i o n .  f nc iden t a l fy ,  Itis, Brandi said that you had 
inquired of him whether he understood my f i r m  t o  have a s e t t l e d  
pol icy  of r e fus ing  t o  undertake a c c o u n l i w  work i n  connection 



w i t h  r e g i s t r a t i o n  o l a t encn t s ,  Our 2os i t i on  on this ques t ion  i s  
very much what i t  was when 1 last discussed the  rnsttef wi th  yyo. 
Tra&ly,  w e  a r e  s t i l l  not anxious t o  as3ru.l~ t l ~ e  r e s y o n s i b i l i t i e s  
b 2 o s e d  by the  Act, A t  t he  saJe  -t;b3e, 5?e r e c o ~ n i z e  the necevsity 
f o r  some r e q l a t i o n ,  and ae recognize ,  a l s o ,  a moral ob l iga t ion  
t o  our c l i e n t s ,  and have t h e r e f o r e  concf~xded that we  rust c e r t i f y  
8660~r t t s  f o r  rei:istr=rttion sca ta2ents  f o r  tha.1 i n  any eases  in 
v:hich ae f e e l  t ha t  t he  hazards can be reduced t o  t h e  l i m i t s  of a 
reasonable  -- even i f  e o n s i d ~ r a b l e  -- business r i s k ,  Zaeh ease 
has t o  be d e c i d d  on it8 lerits: and assw9in:n: t h e  p u t i e s  i;ack of 
t h e  ioaue t o  be o f  high s tanding ,  our decis ion depends upon a 
nwnber of  cons idera t ions ,  o? ~:::hicii t b e  f o l l o l ~ i n g  a r e  perhaps the 
nost irnportantt 

1. The p o s s i b i l i t i e s  of material.  miss lnta-%enis  occurr ing 
as a resulj t, e i t h e r  of overs ight  o r  e r c o r  by ezr loyees  
rrllich t h e  rev ien  by a pwtner would not d i s c l o s e ,  
o r  o thern i  se t  

2, The degree o f  p r o b a b i l i t y  o f  l o s s  t o  i n v e s t o r s  f rom 
otlzer and m r e l a t e d  causes  :or ~+fiich we vtould not 
be respons ib le  (bu t  f o r  s l ~ i c l r  vre rniilht become 
1 iabl e )  ; 

3, Tlle extent  to  ~vhich vre could  r e l y  on o the r s  who mityht 
ire Jollztly I r a b l e  w i th  us ;  

4, The expense t h a t  might be involved i n  defending our-  
s e lves  w a i n s t  an udounded c l a h ,  

You ; r i l l  r e a d i l y  l;iercci?se t h a t  i n  the  ccse  of an i s sue  
by a Gem~ian s t e a l  eonpany tlze ~3osi t i0 t1  i n  each of these  r e spec t s  
nouf d b e  unfavora1,le. Yhe i n ~ e s t i g a t i o n  vrould. neces sa r i l y  be lilade 
i n  Germany by aceount~~nt l s  tvho ~f~oulcl be  unf = l i l  iar e i t h e r  n i t h  

n p r a c t i c e  o r  mi th  mer i can  requirements2 t h e  room f o r  con- 
t r o v e r s y  ssi-:ardin,- t:?e r e s u l t s  :-~ould be urrusl~ttlly ex tens ive  be- 
cause of the  a r t i f i c i a l  and complicated s i t u a t i o n s  i n  r e spec t  of 
exchange, cartels, e t c , ;  t h e  hsztzrds of s l r i nkage  i n  value o f  
Gerrnan s e c u r i t i e s  throuch changes i n  German cona i t ions  eoulcl be 
g r e a t ;  $7e mig4it f i n d  ourse lves  i n  t h e  pocjition sf being t h e  only 
persons  concerned i n  the  i s s u e  -;~k?o could e a s i l y  be stred and i n  no 
p a s i t i o n  t o  secure  con t r ibu t ion  i f  s cla i r :~  were successfully 
a s s e r t e d  aga ins t  us ,  and t h e  expense of sus t a in ing  the  burden or" 
proof ,  i f  s claim viere made a g a i n s t  u s ,  would be enormously increased 
by  t h e  f a c t  t h a t  a41 t h e  necessary evidence would have t o  be 
secured from Gemany, Obviously, i n  such C ~ ~ G W R E ~ ~ B ~ C ~ S ,  we 
could not  agree  t o  a l l o w  our n m e  La  be used i n  a r e e i s t r a t i o n  
statement without the most c a r e f u l  eonsiderat ion a f t e r  a thorough 
exwaination; and we so advised X r .  Brandi, 


